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2. 
KEY ECONOMIC INDICATORS 


TTEM AND DAT® OF MOST RECENT DATA 1972 1973 1974 ¢@Change 
Tn million U.S.* unless otherwise stated, converted from DKR figures at 
the exchange rate of %1,.00 = DER 6.25) 
GNP at current prices 23,488 27,280 31,000E +13.5% 
GNP at constant prices (1972) 23,488 24,384 24,800E + 1.7% 
GNP ver capita(constant prices) (1972)% 4,703 4,852 4, 905E + 2.88 
Tnvestment, % of current GNP 21.9% 22.8% 22.7% 
Money Supply t" T) (9/74) 5,931 6,553 6,480 + 2.8% 
Bank Lending (10/74) 8,608 9,937 10,386 + 7.7% 
Government Bond Debt (11/74) 1,455 1,439 1,546 + 7.9% 
of which external 1,005 1,012 1,142 +13.5% 
Government Cash Holdings ee 1,194 1,719 1,350 -13.3% 
Fiscal Surplus or Deficit(FY end, 3/31) + 20 + 344 + 648 
Ranks! Lending Rate (ex.commission) 9.5% 11.5% 12.5% 
Official Discount Rate 7.0% 9.0% 10, 0% 
Effective Yield on Mortgage Ronds 12.0% 14.6% 15.4% 
Current Ralance of Payments (9/74) - 74 - 471 - 970 
Foreign Exchange Reserves, incl.SDRs 951 1,310 1,138 -13.1% 
Farm Production, current prices 2,152 2,774 2,815E + 1.5% 
of which animal production 1,752 2,361 2, 350E - 0.5% 
Grain Production, 1,000 MT 6/74) 79046 6,633 7,334 +10.6% 
Industrial Production, current ($428) 10,083 11,866 7,088 +28 .6% 
Electric Power Consumption,mill.kwh 16,701 17,408 17,000£ - 2.6% 
Construction Starts, 1,000 sq.m(9/74) 13,310 12,909 6.737 - 32.9% 
of which residential 9,450 Teoee. 3,431 -46.0% 
business 2,680 5.797 2,706 - 2.4% 
institutional 1,179 1,179 600 —- 34.5% 
Home Units in Process (9/74) 66,417 61,414 45,525 -29.3% 
Employment, mf¢., 1,000 (9/74) 305 316 313 - 0.9% 
construction 172 171 162 - 4.5% 
non-owner farm 35 32 32 + 0.6% 
Insured Unemployment, 1,000 (10/74) 30 20 36 +91.8% 
in & of insured 3.7% 2.4% 4.2% +88 .8% 
Tndices (Base year in parenthesis 
Hours Worked in Manufacturing(1972) (9/74) 100 98 97 + 0.9% 
Hourly Tndustrial Wages (1972)(9/74) 100 119 142 +23.6% 
Consumer Retail Sales (1968) (10/74) 147 165 175 +11.3% 
Consumer Prices, incl.tax (1964)(10/74) 164 179 204 +15.1% 
Cost of Living, ex.tax (1/1971) (11/74) 110 121 138 +15.0% 
Wholesale Prices riads, (1968) 122 140 170 +22.5% 
Imported Raw Materials (1968) (10/74) 118 155 248 +66.5% 
Building Costs (1/1968)(10/74), apts. 130 144 173 +20.5% 
one-family units 134 150 181 +20, 3% 
Foreign Trade (10/74) 
Total Exports f.0o.b. 4,821 6,008 6,193 +27.0% 
Exports to the U.S. 383 422 362 + 5.0% 
Total Imports c.i.f. 5,608 73515 8,130 +33.8% 
Imports from the U.S. 399 500 479 +22.6% 
from West Germany 1,056 1,509 1,523 +23. 3% 
from Sweden 899 1,177 1,128 +16.6% 
from U.K. 693 829 881 +30.9% 
Main Exports to the U.S.: Meat, Dairy Products, Fish, Industrial Equip- 
ment, Furniture, Raw Furs, Enzymes, Textiles, 
Main Tmports from the U.S.: Jndustrial Equipment, Soybeans, Grain and 
Feedstuffs, Aircraft, Oildrilling Equipment, Instruments, Chemicals, 
Plywood, 





SUMMARY 


As elsewhere, economic developments in Denmark during 1974 
represented a departure from more than a decade of rapid 
expansion in all sectors of the economy. Since mid-year, 
recessive trends have been predominant with declining 
demand, production and employment. Continuing domestic 
cost-push, augmented by higher costs of energy and raw 
materials, brought the rate of inflation above 15 percent. 


The very sharp downturn of the economy, which shifted the 
labor market from over~employment toward a 5 percent un- 
employment rate was caused partly by a restrictive economic 
policy aimed at curtai.ting inflationary pressures, and part- 
ly by international developments in the wake of the oil 
crisis. The recessive tendency was strengthened by what 

may be termed a buyers' strike against the excessive cost 

of new housing. 


On the brighter side, while domestic demand declined, exports 
continued to rise - not sufficiently to cover the very heavy 
extra oil bill, but enough to mitigate substantially the re- 
curring payments deficit in other sectors. Reduced imports 
contributed much to the less -than-feared balance of pay- 
ments deficit. 


The economy is not expected to begin moving out of the slump 
until the second half of 1975. Consumer demand will be 
helped by income tax relief but, with uncertain employment 
prospects, consumers are tending to save rather tl.an spend. 
After the very sharp drop in housing starts, it will take 
some time before building activity reaches capacity levels. 
Business investment must be expected to decline further, 
pending reduction of stocks and expansion of foreign markets. 
The high Danish inflation rate, substantially greater than in 
major Danish markets, may well lose the country market shares - 
unless the Danes swallow the bitter medicine of an incomes 
Pestraint policy to cut production costs. Such policy has 
repeatedly been proposed but never accepted, and is the major 
issue of the national elections called for January 1975. 


American exports to Denmark kept pace with overall developments 
in 1974 as significant market gains in investment goods offset 
losses on tobacco, fish products, and processed wood. The 

cold investment climate forecast for 1975 may temporarily 
curtail prospects for further expansion of American exports to 
Denmark. 





CURRENT ECONOMIC SITUATION AND TRENDS 


Energy Cost Rise Hit Already Inflationary Economy 


Denmark is almost completely dependent upon imported energy, 
mainly in the form of oil, and Danish industries import raw 
materials and semi-manufactures amounting to about 50 percent 
of their production output. The country was affected severe- 
ly, therefore, by the higher oil prices and subsequent higher 
costs of other production materials. The cost impact hit an 
economy long ridden by inflationary pressures. Although 
homebuilding activity had peaked and restrictions had been 
imposed upon public construction, both public and private 
sector activities were high and investments rising. With 
labor shortages in many areas, industrial wages in early 

1974 were up over 25 percent on a year-to-year basis. By 
mid-year, consumer prices were up 15-16 percent. The tra- 
ditional Danish wage indexation rapidly carried import price 
rises on to domestic costs. 


Of more immediate concern, however, was the impact on the 
already sensitive balance of payments. With the terms-of- 
trade deteriorating about 15 percent, import price rises 
burdened the trade balance with an additional 10 billion 
kroner ($1600 million), 6 billion kroner ($960 million) 

of which was for oil. Export price gains were much smaller 
and the growing payments deficit had to be financed by in- 
creasing volumes of short-term credits. 


In this situation, the government tightened its economic 
policy. Construction restrictions were maintained and a 
series of excise taxes were introduced, hitting parti- 
cularly automobiles and consumer durables. An attempt 

to suspend wage indexation failed and a wage subsidy was 
introduced instead to reduce production costs. On top 

of already high income taxes, a compulsory savings program 
was imposed for the higher income brackets. Credit ceilings 
were maintained and, with the heavy foreign exchange costs, 
money became tighter and market interest rose to 17-18 per- 
cent. 


Cost Squeeze Depressed Building - Led Recession 


The reaction of the economy to the various restraint measures 
was much faster and much stronger than expected, indicating 
that the natural forces of the market had been under-estimated, 





The booming homebuilding industry which, over the past 
several years, had operated in an apparently indestructible 
market whatever the cost level, was hit by a buyers' strike, 
despite continued rent subsidies and tax benefits to home- 
owners. Vacancies became widespread and new building starts 
fell almost 50 percent. The activity decline spread to sup- 
porting industries. 


At the same time, business investment became less buoyant 
as future overall prospects became increasingly uncertain. 
As finished product inventories rose for the third conse- 
cutive quarter, production and employment were reduced. 
During the summer, unemployment was twice last year's rate 
and by October it was 5-6 times as high as in October 1973, 
approaching an annual average of 5 percent, an unemployment 
rate not experienced in Denmark since the mid-50s. 


Money Eased, Budget Surplus Policy Abolished 


Although the Liberal minority-government has been under 
heavy fire frum the opposition for its alleged passivity 
toward rising unemployment, it has refused to be pressed 
into extensive public works projects, insisting that the 


employment problem must be solved by transfer of labor 
from domestic - to export-oriented industries - nec- 
essarily a slow process and especially so with present 
uncertainties about international market trends. The 
government has, however, lifted certain huilding re- 
strictions for both private and public projects; it has 
increased local governments' investment ceilings, and has 
liberalized mortgage loan limitations. 


The overall ceiling on bank credit has been raised but this 
has not had much effect yet because of slack credit demand, 
as evidenced by the 3-4 percent drop in market interest 
rates since August. Of greater immeddate impact have been 
the built-in anti-cyclical factors of the government budget 
which lec to a significant easing of fiscal policy. The 
general decline in consumer sales, reduced gasoline consump- 
tion, and the near-stop in car sales drastically reduced tax 
revenues in 1974, while outlays for unemployment benefits 
have more than doubled. The central government budget will 
be in the red in 1974 and, expectedly, even more so in 1975. 
This is a marked departure from Danish fiscal policy of the 
past decade. 





Tax Reduction Helps Consumer Demand, Investment Declines 


A 15 percent reduction in central government income taxes 
from January 1975 will probably become the most important 
stimulus to the economy in 1975, particularly since budget- 
ary savings, proposed by the government as a partial off- 
set to the tax reductions, were not passed prior to the 
callfor national elections. Even if the savings were 
subsequently adopted, the tax relief should permit an 
increase of 3-4 percent in private spending during 1975, 
as contrastedwitha2.5 percent decline in 1974. The 
question remains whether consumers will have sufficient 
confidence to spend the money or will prefer saving it. 
Recent bank reports indicate faster growth of household 
deposits than of household borrowing and new instalment 
credit has not been keeping pace with repayments. 


Other domestic factors point toward further reduction in 
activity. Given the extremely low number of building starts, 
housebuilding activity is likely to decline another 25 per- 
cent in 1975 after the 25 percent drop registered in 1974. 
Business investment, which came out even in 1974, largely 

due to carry-overs from 1973, will probably decline 6 per- 
cent in 1975. The lifting of public construction bans may 
permit slow expansion of public sector activity over the 
year. The outcome of the national elections and subsequent 
political decisions on economic policy will determine the 
degree to which public spending will be used to spur economic 
activity. 


Cost Rise Hampers Export Expansion 


The greatest hopes - and largest uncertainties - are attached 

to the further expansion of Danish exports. Farm exports fell 
slightly in 1974 because of the beef over-supply situation 

but some hopes are felt for improvementin 1975. In the face 

of the overall international situation, Danish industrial 
exporters did extremely well in 1974 with a real increase in 
Sales of 11 percent. They dare not hope for more than half 

that rate of increase in 1975 and then only if continuing 

Cost rises do not price them out of their major markets. The 
expansive climate in Norway and Sweden and indications of 

German reflation are the most promising aspects. Unfortunately, 
taken together, those markets have an inflation rate little over 
half the Danish rate, which does not facilitate Danish ex- 
porters' job of keeping their market shares, less of improving 
them. In this respect, the Danes are on more equal competitive 
terms with the U.S. 





Imports Continue Down But Patterns Change 


While the decline in overall demand in 1974 (probably 

about one percent) has considerably reduced the growth 

of the Danish economy, it has had a particularly strong 
impact on imports. Non-farm imports in 1974 dropped by 

6-7 percent (in real terms). A limited recovery of 

demand, expected during 1975, will not boost domestic 

production much and will not help imports sufficiently 

to prevent a further, moderate decline of about 3 per- 
cent. Trends in import patterns among the various sectors 

are likely to change considerably, however. The consumer 

goods market which fell off during 1974 may show some 

limited improvements beginning already early in 1975, 

although the continuing under-activity and unemployment 
expected through most of the year will curtail expansion. 
Conversely, the market for investment goods, in construction 

materials as well as in industrial equipment, which kept up 

rather well throughout 1974, must be expected to drop off 
in 1975. Again, variations exist between individual in- 

dustries. Farmers have invested rather heavily in recent 
ears and must be expected to await market stabilization 


efore further expansion is determined. In manufacturing, © 
metalworking industries thus far have been least affected 
by the recession whereas textiles& garment industries and 
furniture & woodworking industries have suffered most. 


Kroner Stable Despite Oil Deficit 


The combination of a decline in imports and the relatively 
good export earnings, augmented by freight rate gains and 
rising service earnings, mitigated the Danish trade and 
payments deficit to a point where equilibrium on non-energy 
accounts is in sight. This will not prevent a deficit on the 
current balance of payments of one billion dollars in 1974, 
largely equal to the extra cost of imported oil. With the 
continuing slack forecast at present, the deficit may be 
reduced to about $700 million in 1975 but long-term pay- 
ments stabilization will depend upon whether an eventual 
economic expansion will be supported by exports rather 

than by domestic demand. 


Despite the large current payments deficit, foreign exchange 
reserves have been approximately preserved by increased 
capital imports, almost entirely by the private sector with 
emphasis upon short-term Euro-market credits. Government 
borrowings, yet uncollected, provide additional bolstering 
of the reserve position. Consequently, there have been no 
pressures against the Danish krone, which has maintained a 
comfortable position within the European mini-snake. 





IMPLICATIONS FOR THE UNITED STATES 


Gains in Investment Goods Market 


An overall loss of market share by the United States in 
1974 was primarily due to the impact of higher oil prices 
on the total value of Danish imports. Excluding oil, U.S. 
exports to Denmark rose by some 20 percent in value, about 
the same rate as registered for non-oil imports in general; 
in both instances, given general price rises, the figures 
probably reflected a small decline quantitatively. There 
Were, however, great variations among individual commodity 
groups. 


Most spectacular was the consolidation and expansion of 

the market for investment goods. American industrial 
machinery and electrical equipment, and instruments, 

showed increases in sales over 1973 from 40 percent to 

50 percent, more than twice the rate of market growth 

in general. While developments were stronger in the first 
than in the second half of the year and prospects are that 
the investment goods market will be subdued in 1975, the gain 
of market share by several percent shows that American equip- 
ment can also compete in a weakening market. 


A strong decline in Danish imports of transportation equipment 
was concentrated entirely on automobile imports and reflected 
the temporary, almost prohibitive, extra car tax. With the 
already low American sales of cars and trucks, this affected 
American exports little. Supply of American aircraft almost 
doubled in 1974. 


Traditional Farm Exports Suffer 


The U.S. lost some of its dominance in the Danish soybean 

market in 1974 due to competition on prices. Brazil supplied 
most of the 30 percent increase in Danish imports and re- 
portedly is increasing production. Prices will determine 
whether the U.S. can regain the market loss in 1975. American 
exports of soybean meal also declined; prospects for 1975 are 
uncertain. Large Danish grain crops for two consecutive years 
have made Denmark a net exporter of grain and increased the rate 
of self-supply. American grain exports to Denmark stalled in 
1974 and are likely to drop in 1975. 





With heavy stockbuilding in 1973 prior to the increase in 
import duties, raw tobacco imports declined sharply in 1974 
with the American product suffering the most. There may be 
some temporary recovery of the market but further duty in- 
creases resulting from adjustment to EC external tariffs, 
will render the U.S. increasingly susceptible to competition 
from EC countries. Also, Danish tobacco manufacturing will 
Probably show some decline in 1975. 


More favoraHle developments are registered for U.S exports of 
fruit and vegetables, especially for nuts and dry fruit, which 
are gaining markets. On the other hand, competition from FC 
producers puts a strain on U.S. sales of fresh fruit and 
vegetables. 


The otherwise rising sales of American shrimp suffered a 
setback in 1974 as location of new shrimp fields off Green- 
land increased domestic supply. The market is still expanding, 
however. 


Various Gains and Losses 


The high world market prices on fertilizers made the Danes 
cut imports and reduce stocks. American sales of ammonia 
were affected, therefore. 


The depression of the building industry has temporarily cut 
back on the growing market for plywood and recovery probably 
will be slow. Some gains for other timber products indicate 
potential once the market becomes normalized. 


Despite the declining consumer market, which, as expected, 
has affected the textiles and garment industries, there have 
been some gains for American fibers, yarns, piece goods, and 
selected clothing items. 


Investment Possibilities 


Denmark has traditionally followed a liberal policy on 

direct investment and has gradually liberalized other parts 
of the capital market. At the time of accession to the 
European Communities, the Danish stock market was opened 

for foreign investors and quarterly quotas of bonds were 
released for sale abroad. By December 1, 1974, the bond 
market was fully liberalized despite some local anxiety 

that erratic inflows and outflows might disturb this market 
which is of crucial importance for Danish construction 
financing, both business and residential. The rather limited 
international interest demonstrated thus far, however, made 
the government lift is previous reservations toward liberali- 
Zation. 





The industrial expansion since the late 1950s has taken 
place concomitantly with a strong growth of public sector 
activities and, particularly in recent years, a home- 
building boom. These expansive activities required a steady 
capital inflow to finance recurring payments deficits. A 
Significant amount of foreign direct investment has 

flowed to both new and existing industries but stock invest- 
ment in the market thus far has been limited. Danish stocks 
rose at the time of Danish entry to EC but took a sharp 

dive during 1974 under the impact of recession and declining 
profits which hit even some old established companies. Many 
stocks are now quoted below book value. 


The bond market, dominated by negotiable mortgage bonds issued 
by mutual credit associations, presumably bottomed in 1974, 
although the inflow of new paper has not yet receded materially. 
Bonds are issued with fixed interest and sold in the open market. 
In 1974, low market rates brought actual interest yields on 
first class bonds above 18 percent but it since dropped about 
3 percent. 


The central banking authorities have maintained a high interest 
policy in order to encourage business financing abroad and 
protect exchange-reserves. There are indications, however, 
that, the balance of payments position permitting, attempts 
will be made to bring the interest level down in order to 
reduce construction costs and stimulate investment. The now 
greatly reduced building activity eventually should reduce 

bond issues and strengthen the bond market. 


Business borrowing abroad has risen steadily in the form of 
normal commercial credit and, recently, also in the form of 
medium term financial loans when such were permitted by the 
authorities. Government borrowing was sparse, however, until 
the oil crisis. Since then, there have been several large 
government issues, recently also directly in the U.S. market 
after lifting of the interest equalization tax. 


Significant U.S. Export Possibilities 


It appears that there is greater than average potential 
for increasing sales of the following items: 


03 Selected Fish Products 05 Fruit, Vegetables and Nuts 
71 Industrial Machinery 72 Electrical Equipment 
73 Aircraft and Parts 86 Instruments 





NAUTICAL CHARTS 


are available for purchase from the National Ocean Survey (formerly U.S. Coast 
and Geodetic Survey) and its more than 1400 authorized Sales Agents through- 
out the United States. 


For information and free catalogs, write to: Request free chart catalogs by number. 
Distribution Divisi C-44 Number 1 lists Atlantic and Gulf Coast 

" strl ~ i a On, NOAA) charts; Number 2, Pacific Coast and US. 
aoe Md 2 ae Pacific Islands; Number 3, Alaska; and Num- 
Riverdale, Md. 208 ber 4, Great Lakes. Catalogs contain lists of 
authorized Sales Agents and their addresses. 
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